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On Nov. 18, the Bank of Mexico shut down peso purchasing operations in the "free market,"
triggering a huge devaluation vis-a-vis the US dollar. According to Mexican business daily, El
Financiero (11/26/87), the average free market exchange rate by the end of the business day
was 2,542.8 pesos per dollar. In border towns, such as Tijuana, the devaluation was even higher.
The Mexican media claimed the government's action triggered an "overdemand" for dollars, a
resurgence of speculation and black market transactions, and numerous "irregularities" in exchange
markets. Since then, the free market peso-dollar exchange rate has climbed upward: on Nov. 23,
after three days of respite in trading, the peso opened at one leading currency exchange at 2,000 to
buy, and 2,600 to sell. By afternoon, the price gap had narrowed at 2,100 and 2,300. At the close of
trading on Nov. 26, the average exchange rate was 2,140 pesos per dollar.
Some analysts interpreted the general recovery of the currency as an indication that government
assurances of having avoided a larger crisis by permitting the peso to float had had a calming effect.
Meanwhile, a stock market rally had flattened out as investors exercised caution under uncertain
economic conditions. On Nov. 23, the stock market dropped 6% after two consecutive trading
days of large gains. Fewer than 25 million shares were traded, about half of the daily average.
According to El Financiero, financial markets remain unstable: the Mexican stock exchange exhibits
a continued downward trend, while earnings on Treasury certificates (CETEs) climbed 10 points
in the Nov. 19-26 period. The business daily stated that despite the government's justifications for
its action on Nov. 18 which included an attempt to reduce capital flight these developments augur
further "economic distortions."
According to columnist Luis E. Mercado of daily newspaper El Universal (11/26/87), government
policymakers have entered a "vortex," in which any way out becomes becomes "increasingly
difficult and costly." In an address before the Mexican Congress on Nov. 19, Treasury Secretary
Gustavo Petricioli justified the government's move as follows: "In recent days, abnormal
phenomena have appeared. Some enterprises decided to prepay part of their foreign debt under
very favorable conditions; in addition, speculative movements were threatening the level of [foreign]
reserves.
The government's action was an attempt to maintain employment and output levels. If we had
waited any longer, the social cost would have been higher." Petricioli continued by pointing out
that the central bank's withdrawal from the free exchange market does not have an obvious impact
on government budgets and programs, nor will it provoke higher prices, since 75% of all currency
transactions are realized via the controlled exchange rate. All trade and debt service transactions, he
added, are channeled through the controlled exchange rate market. Any measures which reduces
speculation, he said, will eventually diminish the free exchange rate and lead to the covergence of
this rate with the controlled one.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 2

LADB Article Id: 75699
ISSN: 1060-4189

Petricioli's statements were met with skepticism by many opposition legislators. Some of them
asked, "What next? What other surprises does the government have up its sleeve for the new year?"
Eduardo Valle of the Socialist Movement Party (PMS) said, "There were two alternatives: to stop
using foreign reserves or to pull out of the free market while risking higher inflation. The Bank of
Mexico's action in the free market was unexpected and suspicious."
Alejandro Gascon, the legislature's deputy without a party affiliation, said, "With the stock market
decline [since early October], 30 billion pesos disappeared..., an amount similar to [Mexico's current
level] of foreign reserves. One has the impression that the government is playing the market as well.
(Who has the 30 billion pesos?) Considering these events, the government is telling us: `Console
yourselves. We have cancer but we don't have AIDS.'" Despite Petricioli's assurances that the free
market devaluation would not have an impact on domestic prices, discussions in the Congress
indicated that consumption levels will in fact be affected. A large increase in the minimum wage is
expected in January.
According to the Mexican media, in border towns and in large cities, the government's action
triggered a wave of speculation, price increments, hoarding, and a massive upsurge in consumer
purchasing. A recent report by the National Consumer Institute (Instituto Nacional del
Consumidor), indicates that the free market devaluation is affecting all sectors of the economy, and
has caused a resurgence in inflationary pressures.
Conservative estimates of year-end inflation by private sector analysts, opposition parties, and
academics are for "over 140%," while others say it could go as high as 160%. In a Nov. 23 address
to the Mexican Congress, the Minister of Planning and Budget, Pedro Aspe Armella, reiterated
earlier government pronouncements that the withdrawal of support for the peso was "the most
appropriate measure in the circumstances." Aspe was challenged by opposition legislators, who said
the action made pointless many of the economic sacrifices Mexicans have made during the last five
years. (Basic data from El Financiero, 11/24/87, 11/26/87; El Nacional, 11/19/87, 11/23/87; El Universal,
11/19/87, 11/25/87, 11/26/87; Excelsior, 11/21/87, 11/25/87; New York Times, 11/24/87)
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